


86TH CoNGRESS t HOUSE OF REPRESENTATIVES {' Report 
2d Session No. 1212 





PROVIDING FOR PRINTING ADDITIONAL COPIES OF THE 
HEARINGS ENTITLED “REPORT ON RUSSIA BY VICE 
ADM. HYMAN G. RICKOVER, U.S. NAVY” 


JANUARY 21, 1960.—Ordered to be printed 


Mr. Jones of Missouri, from the Committee on House Administration, 
submitted the following 


REPORT 


[To accompany H. Res. 407] 


The Committee on House Administration, to whom was referred 
House Resolution 407, having considered the same, report favorably 
thereon with an amendment and recommend that the resolution as 
amended do pass. 

The amendment is as follows: 

Strike out all the language in lines 1 through 6, inclusive, and insert 
the following: 


Resolved, That there shall be printed ten thousand addi- 
tional copies of the hearings entitled ‘Report on Russia by 
Vice Admiral Hyman G. Rickover, United States Navy”’. 
Of these additional hearings, five thousand copies shail be 
prorated to all Members of the House of Representatives, 
and five thousand copies shall be made available for the use 
of the House Committee on Appropriations, 


Estimated cost, $1,061.90. 
O 
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86TH CoNGRESS } HOUSE OF REPRESENTATIVES | Report 
2d Session No. 1213 





PROVIDING FOR PRINTING ADDITIONAL COPIES OF THE 
HEARINGS ENTITLED “REPORT ON THE INTERNA- 
TIONAL GEOPHYSICAL YEAR (FEBRUARY 1959)” 


JANUARY 21, 1960.—Ordered to be printed 


Mr. Jones of Missouri, from the Committee on House Administration; 
submitted the following 


REPORT 


[To accompany H. Res. 408] 


The Committee on House Administration, to whom was referred 
House Resolution 408, having considered the same, report favorably 
thereon with an amendment and recommend that the resolution as 
amended do pass. 

The amendment is as follows: 

On line 2, strike out the word “upon” and on line 3 strike out the 
words “requisition of the chairman thereof, not to exceed”’. 

Estimated cost, $1,198.04. 

O 
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86TH Conoress ) HOUSE OF REPRESENTATIVES §) Rerorr 
2d Session No. 1214 





TO PRINT AS A HOUSE DOCUMENT THE PUBLICATION “FACTS ON 
COMMUNISM—VOLUME 1, THE COMMUNIST IDEOLOGY” AND 
TO PROVIDE FOR THE PRINTING OF ADDITIONAL COPIES 


JANUARY 21, 1960.—Ordered to be printed 


Mr. Jones of Missouri, from the Committee on House Administration, 
submitted the following 


REPORT 


(To accompany H. Con. Res. 449] 


The Committee on House Administration, to whom was referred the 
House Concurrent Resolution 449, having considered the same, report 
favorably thereon with an amendment and recommend that the con- 
current resolution as amended do pass. 

The amendment is as follows: 

On line 10, after the word “‘Representatives’’, insert a period, strike 
out the balance of the line, and also strike out lines 11 and 12. 

Estimated cost, $6,404.03. 


49009 











86TH CoNGRESS HOUSE OF REPRESENTATIVES {' Reporr 
2d Session No. 1215 





TO AUTHORIZE PRINTING AS A HOUSE DOCUMENT A PUBLICATION 
RELATING TO THE NOMINATION AND ELECTION OF PRESIDENT 
AND VICE PRESIDENT, INCLUDING THE MANNER OF SELECTING 
DELEGATES TO NATIONAL POLITICAL CONVENTIONS 


JANUARY 21, 1960.—Ordered to be printed 


Mr. Jones of Missouri, from the Committee on House Administration, 
submitted the following 


REPORT 


(To accompany H. Con. Res. 457] 


The Committee on House Administration, to whom was referred 
House Concurrent Resolution 457, having considered the same, 
report favorably thereon without amendment and recommend that 
the concurrent resolution do pass. 

{stimated cost, $8,134.31. 


49009 





86TH CoNGRESS HOUSE OF REPRESENTATIVES {f' REPorRT 
2d Session No. 1216 





AUTHORIZING A PAYMENT TO THE GOVERNMENT OF 
JAPAN 


JANUARY 21, 1960.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Zastockt, from the Committee on Foreign Affairs, submitted 
the following 


REPORT 


[To accompany 8. 2130] 


The Committee on Foreign Affairs, to whom was referred the bill 
(S. 2130) to authorize a payment to the Government of Japan, havin 
considered the same, report favorably thereon without amendment ‘ad 
recommend that the bill do pass. 


COMMITTEE ACTION 


On June 2, 1959, executive communication 1055, consisting of a 
letter from the Acting Secretary of State, transmitted a draft of pro- 
posed legislation entitled “A bill to authorize a payment to the Gov- 
ernment of Japan.” This was referred to the Committee on Foreign 
Affairs, and, in turn, referred by the chairman to the Subcommittee 
on the Far Kast and the Pacific. Before action was completed by the 
subcommittee the Senate passed S. 2130 which was referred to the 
committee. Since this bill is identical with that proposed in executive 
communication 1055, the subcommittee held hearings on the Senate 
bill on August 27 and 28, 1959. On August 28 the subcommittee 
ordered S. 2130 favorably reported to the full committee. On January 
20, 1960, the full committee unanimously ordered S. 2130 favorably 
reported. 

EXPLANATION OF THE BILL 


The term ‘Bonin Islands’’ as used in this bill includes the Bonin 
Islands proper, the Volcano Islands, Rosario Island, Parece Vela, and 
Marcus Island. This group lies about 700 miles south of Tokyo. 
During the war the Japanese Government evacuated from these islands 
the 7,000 civilian residents, all of whom were Japanese nationals. 
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2 AUTHORIZING A PAYMENT TO THE GOVERNMENT OF JAPAN 


Immediately after the war the United States allowed 135 former 
residents of partial occidental ancestry to return, but has refused to 
allow any others to return for security reasons. 

Under article 3 of the peace treaty with Japan— 


the United States will have the right to exercise all and any 
powers of administration, legislation, and jurisdiction over 
the territory and inhabitants of these islands including their 
territorial waters. 


The interests of the United States in these islands was summed up 
in the communique issued by President Eisenhower and Prime Min- 
ister Kishi in 1957: 


The President reaffirmed the U.S. position that Japan 
possesses residual sovereignty over these islands. He pointed 
out, however, that, so long as the conditions of threat and 
tension exist in the Far East, the United States will find it 
necessary to continue the present status. 


The former residents of the islands have not been successfully inte- 
grated into the Japanese economy and live in distressed economic 
conditions. The Japanese Government provides them with economic 
assistance and spends a substantial sum annually for this purpose. 

In conversations with Japanese officials in 1955, 1957, and 1958 
Secretary of State Dulles reiterated the opposition of the Defense 
Department to the repatriation of the former residents. Failing in 
its efforts at repatriation, the Japanese Government then sought 
compensation. Initially it requested $12.5 million but it has now 
agreed to accept $6 million. 

The Department of State and the Department of Defense recognize 
that the former residents of the islands have a legitimate claim. One 
problem has been how to determine the land value that would form 
the basis for compensation. ‘The land has not been used for more 
than 15 years. It was decided to base the value on the formula used 
in the calculation of land values in the Ryukyu Islands, former 
Japanese islands now under U.S. administration. The figure adopted 
was $1,060 per acre or $4 million for the total land value of the islands. 
To this was added interest dating from April 28, 1952, the effective 
date of the peace treaty with Japan. This brought the total up to 
$6 million, the amount contained in this bill. 

The United States will not adjudicate individual claims. When the 
money has been appropriated, the United States will enter into a 
written agreement with the Japanese Government under which the 
latter will engage to distribute the money to the individual families 
concerned. ‘This payment, the subcommittee was assured, is regarded 
as adequate compensation by the Bonin Islanders and will constitute 
full satisfaction and settlement of all claims of the former residents 
against the United States. 

During the hearings the subcommittee inquired whether the pay- 
ment of the Bonin Islands claims involved a precedent for claims by 
former residents of other islands that had been under Japanese juris- 
diction prior to the war. In a memorandum submitted by Assistant 
Secretary of State Parsons the subcommittee was assured that “the 
Bonin Islands situation is unique and that the payments of the claims 
there do not constitute a precedent.” 
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The subcommittee also looked into the possibility of using any yen 
credits available to the United States to pay all or part of the compen- 
sation. It was advised that yen credits arising from sales under Public 
Law 480, title I, and amounting to $3,298,000, have been earmarked 
under the sales agreements with Japan for programs authorized by 
Public Law 480 and for loans to the Japanese Government. Hence 
no yen credits are available for claims settlement. 


CONCLUSION 


Our continued indefinite reservation of the Bonin Islands for security 
purposes makes impossible the repatriation of the former residents in 
the foreseeable future. Without any compensation the Bonin prob- 
lem will remain a constant and, quite possibly, growing irritant in 
United States-Japanese relations. For this reason the committee 
urges the passage of S. 2130. 

O 














86TH CoNGRESS HOUSE OF REPRESENTATIVES §' Report 
2d Session No. 1217 





PROCEDURE FOR ASSESSING CERTAIN ADDITIONS TO 
TAX 


JaNuaARy 21, 1960.—Committed to the Committee of the Whole House on the 
State of the Union and ordered to be printed 


Mr. Mitts, from the Committee on Ways and Means, submitted the 
following 


REPORT 


[To accompany H.R. 9660} 


The Committee on Ways and Means, to whom was referred the 
bill (H.R. 9660) to amend section 6659(b) of the Internal Revenue 
Code of 1954 with respect to the procedure for assessing certain addi- 
tions to tax, having considered the same, report favorably thereon 
without amendment and recommend that the bill do pass. 


I. SUMMARY OF BILL 


H.R. 9660 deals with the procedure for assessing certain additions 
totax. Since 1926, additions to the tax shown on the return by reason 
of late filing of income tax returns have been assessed without the 
issuance of a statutory notice of deficiency (which notice, commonly 
known as a 90-day letter, gives the taxpayer 90 days in which to peti- 
tion the Tax Court for a redetermination of a deficiency). 

This procedure was approved by the courts under the 1939 code. 
While the committee reports accompanying the 1954 code state that 
no change with respect to this procedure was intended, two courts of 
appeals have recently held that under present law a 90-day letter must 
be issued before assessment of an addition to tax for late filing. 

Similarly, the Internal Revenue Service has assessed additions to 
tax for underpayment of estimated tax without issuing a 90-day letter. 
Here, also, the courts have held that the issuance of a formal notice of 
deficiency is required before assessment. 

Your committee believes immediate enactment of clarifying legisla- 
tion is vitally important to the orderly administration of the internal 
revenue laws in view of the court decisions. Otherwise, if the Service 
were forced into the position of having to issue 90-day letters in these 


49006 











2 PROCEDURE FOR ASSESSING CERTAIN ADDITIONS TO TAX 


cases, it would materially impede the collection of these additions to 
tax. Moreover, the procedure of assessing these additions without 
90-day letters is one which generally has been accepted as an integral 
part of our tax system. 

In view of this, your committee’s bill provides in general that, effec- 
tive after the date of the enactment of the bill, additions to tax be- 
cause of (1) late filing of income, estate, and gift tax returns, and 
(2) underpayment of estimated income tax are to be assessed and 
collected without the issuance of a 90-day letter. With respect to 
such additions to tax that have been assessed and collected on or 
before the date of enactment, your committee’s bill provides that such 
additions may not be recovered where the sole basis of the claim is 
a the assessment had been made before the issuance of a 90-day 
etter. 

The bill is reported unanimously by your committee. 


II. GENERAL STATEMENT 


Section 291(a) of the 1939 code, as construed by United States v. 
Erie Forge Co. ((3d CA 1951) 191 F. 2d 627, cert. den. 343 U.S. 930), 
provided that additions to income tax, asserted by reason of failure to 
file a timely return, were to be assessed and collected under the defi- 
ciency procedure if the additions to tax were measured by the amount 
of a deficiency but not if measured by the tax shown on the return. 
Section 293 of the 1939 code provided that if any deficiency in income 
tax was due to negligence of fraud, then the additions to the tax (meas- 
ured by the deficiency) were to be assessed and collected as if such 
additions were a deficiency. Section 6659(b) of the 1954 code, which 
is derived in part from sections 291(a) and 293 of the 1939 code, is 
construed by the Internal Revenue Service as preserving deficiency 
procedures in appropriate cases of delinquency and in all cases of 
negligence and fraud but not requiring deficiency notices in other cases. 
This construction is in harmony with the report of the Committee on 
Ways and Means which stated that section 6659 “‘conforms to the 
rules under existing law.” 

The courts of appeals for the second and ninth circuits have rejected 
the Internal Revenue Service’s interpretation of section 6659(b). The 
court in Grandquist v. Hackleman ((9th CA 1959) 264 F. 2d 9), held 
that section 6659(b) warrants a conclusion that additions to the tax 
shown on the return by reason of a failure to file a timely return are 
limited by the same restrictions as those imposed on the collection of 
deficiencies; namely, the addition to the tax cannot be assessed with- 
out the issuance of a 90-day letter which permits prepayment review 
in the Tax Court. The same result was reached by the court in 
Strawberry Hill Press, Inc. v. Scanlon (2d CA, Dec. 22, 1959). 

In a case involving a taxable year under the 1954 code, the court 
of appeals for the fifth circuit held that an addition to tax asserted 
for the underpayment of estimated tax was a tax to be assessed only 
after the issuance of a 90-day letter, Enochs v. Muse ((5th CA 1959), 
270 F. 2d 528). 

These court decisions have confronted the Internal Revenue Service 
with very serious administrative problems. For example, before a 
90-day letter could be mailed with respect to the addition to tax for 
late filing, the Internal Revenue Service would have to examine the 
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return to insure that there was no deficiency in tax which might be 
barred from later assessment because of the restrictions on the issuance 
of additional 90-day letters under section 6212(c) of the 1954 code. 
Such a procedure would force the Service to audit many thousands of 
returns which otherwise might not be audited. If the Service were 
forced to follow the 90-day letter procedure for additions to tax for 
late filing of returns and for underpayment of estimated tax, the num- 
ber of 90-day letters issued each year would be increased to about 
1 million; whereas the Service now issues only about 78,000 90-day 
letters each year for all causes. 

As a consequence, the Internal Revenue Service would either be 
forced to abandon most of its enforcement efforts in the area of late 
returns and underpayments of estimated tax or materially curtail the 
already limited number of returns audited in the course of a year. On 
the other hand, in practically all these cases there is no dispute either 
as to law or fact. Moreover, the Internal Revenue Service has for 
years apparently administered these provisions of the law in a prac- 
tical, commonsense manner. Under such circumstances little purpose 
is served by invoking the elaborate 90-day letter procedure before 
assessing these additions to tax. . 

Accordingly, your committee has provided in general, that, after 
the date of the enactment of the bill, the additions to tax for the late 
filing of income, estate, and gift tax returns and the underpayment of 
estimated income tax are to be assessed and collected without the 
issuance of a 90-day letter. This would restore the procedure followed 
by the Internal Revenue Service for many years. 

Your committee’s bill provides two exceptions to this general rule 
that the deficiency procedure does not apply to any addition to tax 
for late filing or for underpayment of estimated tax. An addition to 
tax for late filing which is attributable to a deficiency in tax will be 
subject to the 90-day letter procedure. Also, where no return is 
filed for a taxable year, an addition to tax for underpayment of esti- 
mated tax will be subject to the 90-day letter procedure. These 
exceptions were present under the 1939 code and exist because in such 
cases there is a deficiency in the tax itself which justifies an opportunity 
for review in the Tax Court. 

With respect to these additions to tax which have been assessed 
and collected on or before the date of enactment of the bill, your 
committee has provided that a taxpayer may not recover these addi- 
tions where the only ground for the claim is that the Internal Revenue 
Service had assessed these additions in an invalid manner (no refunds 
based solely on this ground have as yet been allowed). Otherwise, 
the Government might lose a considerable amount of revenue and 
many persons would be allowed to avoid additions to tax which they 
clearly owe, solely because of a technical procedural defect in the 
assessment of these additions. 


Ill. TECHNICAL EXPLANATION 
In general 


The first section of the bill amends section 6659(b) of the Internal 
Revenue Code of 1954 so as to provide the procedure to be followed 
in assessing certain additions to tax. Under present law, section 
6659(a) states that, except as otherwise provided, additions to tax, 











4 PROCEDURE FOR ASSESSING CERTAIN ADDITIONS TO TAX 


additional amounts, and penalties provided by chapter 68 shall be 
paid upon notice and demand and shall be assessed, collected, and 
paid in the same manner as taxes, and any reference in the code to 
“tax”? imposed by the code also refers to such additions to tax, addi- 
tional amounts, and penalties. Under the amendment, the deficiency 
procedures provided for in subchapter B of chapter 63 in the case of 
income, estate, and gift taxes are made inapplicable to certain addi- 
tions to tax. 


Application of deficiency procedures 

Section 6659(b), as amended by the bill, provides, with two excep- 
tions, that subsection (a) of section 6659 shall not apply for purposes 
of applying the deficiency procedures provided under subchapter B 
of chapter 63 to any addition to tax under section 6651 (relating to 
failure to file return), section 6654 (relating to failure by individual 
to pay estimated tax), or section 6655 (relating to failure by corpora- 
tion to pay estimated tax). 

Under the first exception, paragraph (1) of section 6659(b) provides 
that, in the case of an addition to tax under section 6651 for failure 
to file a timely return, the deficiency procedures will apply to that 
portion of such addition which is attributable to a deficiency in tax 
described in section 6211. Therefore, if the tax (other than additions 
to tax) is subject to the deficiency procedures, the additions to tax 
attributable thereto are likewise subject to the deficiency procedures. 
The deficiency procedures do not apply to any addition to tax under 
section 6651 which is attributable to the tax shown on the return. 
As under present law, the deficiency procedures are applicable to an 
addition to tax under section 6653 (relating to negligence, intentional 
disregard of rules or regulations, and fraud). 

Under the second exception, paragraph (2) of section 6659(b) pro- 
vides that if no income tax return is filed for the taxable year, any 
addition to tax under section 6654 or 6655 for underpayment of esti- 
mated income tax is subject to the deficiency procedures, since, in 
such a case, there will be a deficiency in tax. For purposes of apply- 
ing paragraph (2), the term “return” does not apply to declarations 
of estimated income tax required to be filed under section 6015 or 
6016. 

These two exceptions are consistent with present procedural 
practices. 


Effective date and limitation on overpayments 

The first sentence of section 2 of the bill provides that the amend- 
ment to section 6659(b) made by the first section of the bill shall 
apply with respect to assessments made after the date of enactment 
of the bill. 

The second sentence of section 2 of the bill provides that any addi- 
tion to tax under section 6651, 6654, or 6655, assessed and collected 
on or before the date of enactment of the bill, shall not be considered 
an overpayment solely on the ground that the assessment was invalid, 
if such assessment would not have been invalid had the amendment 
made by the first section of the bill applied with respect to such 
assessment. However, a credit or refund may be made of any over- 
payment of the addition attributable to other grounds, such as a 
mathematical error, a showing of reasonable cause, or the applica- 
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bility of a statutory exception under section 6654(d) or 6655(d). In 
any case where an addition to tax under section 6651, 6654, or 6655 
has been assessed on or before the date of enactment of the bill with- 
out issuance of a notice of deficiency and the amount has not been 
collected, it will be necessary to abate the assessment and make a 
new assessment under the amendment, provided the period of limita- 
tions on assessment has not expired. If any amount is assessed on 
or before the date of the enactment of the bill and is collected after 
the date of enactment, such amount is an overpayment not subject 
to the second sentence of section 2 of the bill. In such a case, a new 
assessment may be made unless the period for assessment has expired. 


IV. CHANGES IN EXISTING LAW 


In compliance with clause 3 of rule XIII of the Rules of the House 
of Representatives, changes in existing law made by the bill, as intro- 
duced, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 


Section 6659 or THE INTERNAL REVENUE Cope or 1954 


SEC. 6659. APPLICABLE RULES. 

(a) Appitions TREATED as Tax.—Except as otherwise provided 
in this titl— 

(1) The additions to the tax, additional amounts, and penalties 
provided by this chapter shall be paid upon notice and demand 
and shall be assessed, collected, and paid in the same manner as 
taxes; 

(2) Any reference in this title to “tax” imposed by this title 
shall be deemed also to refer to the additions to the tax, additional 
amounts, and penalties provided by this chapter. 

[(b) Appitions tro Tax For Faiture To Fite Return or Pay 
Tax.—Any addition under section 6651 or section 6653 to a tax 
imposed by another subtitle of this title shall be considered a part 
of such tax for the purpose of applying the provisions of this title 
relating to the assessment and collection of such tax (including the 
provisions of subchapter B of chapter 63, relating to deficiency pro- 
cedures for income, estate, and gift taxes).] 

(6) Procepurr For Assessing Crerrain Appirions To Tax.— 
For purposes of subchapter B of chapter 63 (relating to deficiency pro- 
cedures for income, estate, and gift taxes), subsection (a) shall not apply 
to any addition to tax under section 6651, 6654, or 6655; except that u 
shall apply— 

(1) in the case of an addition described in section 6651, to that 
portion of such addition which is attributable to a deficiency in taz 
described in section 6211; or 

(2) to an addition described in section 6654 or 6655, af no return 
18s filed for the taxable year. 

O 





